Abstract
Introduction
The National Bank of Greece is the biggest financial institution in Greece and one of the 200 biggest worldwide. The size of the National Bank in relation to the Greek banking system becomes apparent if we take into account that the market share of the National Bank accounted for 32% of the assets of all commercial Greek banks in 2000. In addition, the National Bank accounted for 25% of deposits and 35% of loans regarding the industry concerned in 2000. 1 This relationship is not a current fact but it is detectable from the establishment of the National Bank of Greece almost 160 years ago.
The National Bank of Greece was established in 1841, while its first balance sheet appeared the following year. The Bank had two departments: the issuing department and the banking department. In other words, it was a commercial bank but it had all the responsibilities and privileges of a central bank. In fact, the National Bank was the sole issuer of banknotes from 1842 to 1863 and then again from 1920 to 1928. This privilege was not exercised by the National Bank after 1928. In 14 May 1928 the Bank of Greece was established and assumed the exclusive privilege of banknote issue. It should be noted, however, that there were three other issuing banks. The issue privileges of these banks were restricted to much smaller territories that were united with Greece at later dates. The Ionian Bank, established in 1839, enjoyed the exclusive privilege of banknote issue in the Ionian Islands only. This privilege was withdrawn in 1920. The Bank of Epirus and Thessaly, established in 1880, had the exclusive privilege to issue banknotes in Epirus and Thessaly. In 1899 the National Bank took over the Bank of Epirus and Thessaly, thus obtaining the privilege for its territory. The Bank of Crete, established in 1899, had the exclusive privilege of issuing banknotes in Crete. This privilege was withdrawn in 1919.
The main purpose of this paper is to show how we can use modern financial tools in the exercise of historical analysis. There has not been any previous attempt in the literature to tackle this issue. In other words, this article is the first one, according to the author's knowledge, which illuminates the intersection between the two different economic disciplines of Financial Analysis and Economic History. This is accomplished by shedding some light in the performance of the biggest Greek bank during the first hundred years of its operation; that is, the period 1842-1941. We choose to explore this particular banking firm because it was the first and the biggest fund provider of the Greek State as well as all the sectors of the Greek economy, during the period examined. There was no other financial institution with an equivalent impact on the Greek Economy and interrelationship with the Greek State, during this period. 2 The study is divided into two main parts. The first section outlines the employed profitability ratios, while the second reports the source of the data and the computed ratios and analyses the results. And finally concluding remarks are presented.
The Profitability Measures
The analysis of the National Bank's financial performance employs two measures, the return on equity (ROE), and the return on assets (ROA). Return on equity equals net income divided by common equity capital (par value, paid in surplus, undivided profits, and capital reserves). This ratio is probably the most popular measure of a bank's financial performance among investors and senior managers. It is a measure of the efficiency with which the bank employs owners' capital, because it presents the amount that has been earned on the book value of common stockholders' investment in the bank. In other words, this ratio measures the percentage return to owners on their investment in the bank. Return on assets equals net income divided by total assets. A bank's return on assets reflects management's ability to allocate and utilise all the financial resources of the firm to generate net income. In other words, this ratio measures the percentage return on all invested funds in the bank.
A bank's return on equity can be decomposed into two principal components, its return on assets and its leverage multiplier (or equity multiplier -LM) 3 . This relationship is generated as follows:
Consequently, a bank can increase its return on equity by increasing its return on assets and/or its leverage multiplier. The leverage multiplier compares assets with equity such that large values imply a large amount of debt financing relative to equity. Thus, the leverage multiplier measures the financial leverage 4 used by a bank and influences its return on equity. This is because it has a multiplier impact on return on assets to determine a bank's return on equity. At the same time the leverage multiplier represents a measure of financial risk 5 of the firm, because it reflects how many assets can go into default before a bank becomes insolvent. Let us use an example to make 2 For more information see Valaoritis (1902) , Dertilis (1980) , Eulambio (1924) , Kostis and Tsokopoulos (1988) , Pyrsos (1946) , Kostelenos et. al. (2003) , Kostelenos (1995) , Houmanidis (1991) , and Houmanidis (2002). 3 For more information see Vasiliou (1999) . 4 Financial leverage is the use of debt having a fixed cost to magnify the expected return on equity; this situation occurs whenever the expected return on assets exceeds the cost of debt. 5 Financial risk is the increased variability in returns to common stockholders (i.e. ROE) as a result of the decision to finance a portion of the firm's assets with debt and/or preferred stock. In other words, financial risk is caused by the use of financial leverage.
apparent the concept of leverage multiplier. Consider two commercial banks, called A and B, that each hold USD 100 million in assets with identical quality and composition. Bank A finances its assets with USD 10 million equity capital, while bank B with only USD 5 million. In this case the leverage multiplier of bank A equals (100/10=) 10, and of bank B equals (199/5=) 20. Let us suppose that both banks enjoyed a 1% return on their assets. In this case, bank A would offer to its stockholders a return on equity of 10%, while bank B would provide them with 20%. On the other hand, if both banks reported a return on their assets of -1%, bank B would announce a loss twice as much of bank A (i.e. ROE B =-20%, ROE A =-10%). Furthermore, the leverage multiplier is a risk measure. Consider the ratio "equity capital / total assets" (i.e., the ratio 1/LM), in the above example. This ratio equals (10/100=) 10% for bank A, and (5/100=) 5% for bank B. The different ratios signify that although both banks hold identical assets, bank A is exposed in less financial risk than bank B. The assets of bank A that can go into default before it becomes insolvent (i.e. 10%), are twice as many of the assets of bank B (i.e. 5%). From the above it follows, that a high leverage multiplier raises a bank's return on equity when net income is positive, but it also signals high financial risk. This is because financial leverage magnifies the impact of a negative return on assets on a bank's return on equity, so as leverage is a two-edged sword.
Return on assets is lower for banks than for most non-financial business. For this reason, most financial institutions utilise financial leverage heavily to increase return on equity to a competitive level. In general, firms with highly predictable and stable cash flows can utilise more financial leverage than firms facing a high degree of uncertainty. Moreover, firms such as commercial banks which have a diversified portfolio of liquid assets can safely employ more financial leverage, than the characteristic non-financial institutions. However, investments that are exposed to low risk, have high degree of liquidity and generate relatively stable cash flows tend to produce low returns. Commercial banks are notable examples of this pattern. The National Bank does not deviate from this rule at the present time. 6 In 2001, as an example, the National Bank combined a remarkably low return on assets of 1.40% with an enormous leverage ratio of 20.49 to produce an attractive return on equity of 27%. This policy is presented in Table I . 
The Data
The data employed to construct profitability ratios are obtained from the balance sheets, which are in the Annual Reports of the Governor of the National Bank of Greece, published between 1842 and 1941. In consequence, the quality of these data appears rather unquestionable. Table II illustrates the calculation of the key ratios measuring the National Bank's returns and the financial leverage it has taken to obtain these returns. Figures 1-3 present a graphical exposition of these measures. The above table and figures point to the following major conclusions. 
Pointing to the Best Years

ROE
First, the National Bank's return on equity was quite high (i.e. above 20%) during the period 1920-27. 7 During this period, however, all banks experienced an expansion in their activities due to the great inflow of Greek refugees from the Asia Minor (1922). Moreover, the Bank was the sole issuer of banknotes in these years. As we are going to come across later on, the Bank's high return on equity during this period was primarily caused by the relatively higher financial leverage it employed. On the other hand, the Bank's return on assets appeared rather low 7 The Bank's return on equity was higher than 20% for three other years; that is, in 1860-61 and 1883. 
